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PROSPECTS FOR MULTINATIONAL ENVTERPRISE IN LATIN AMERICA 
Conclusions 


Difficult years lie ahead for multinational enterprises 
in Latin America and the Caribbean because of conflicting 
national and corporate gonzls. Many governments are now 
actively involved in planning for economic development. 

They want to expand local cirployment, increase exports, and 
gain access to modern technology. Investment by multi-~ 
national enterprises can play an important role in achieving 
these aims, but governments want it on their own terms. 

Many of them feel that local control over the actions of 
multinational enterprises has been reduced by the size, power, 
and geographic dispersion of their operations. 

In order to reassert local authority, many governments 
have been defining areas for participation by foreign 
business, limiting foreign equity shares, and restricting 


what are usually considered to be management prerogatives. 
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Formal and informal restrictiots are most widespread in , 


Twa 


extractive industries, wheres governments are concerned that 


9 


nonrenewable resources be exploited to the best advantage of 
the local economy. aoe next few years, the most successful 
firms will include: 

Existing firms, particularly those a manu- 

facturing, which accommedats the desires of 


the local governments. 
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» New entrants willing to adopt flexible 
arrangements such as joint ventures, or 


providing consulting and technical services. 


Even adjusting to government desires will not guarantee 


protection from nationalization, especially if the firms's a 


operations are in key economic sectors, ‘The potential for 


conflict between multinationals and governments is the 


greatest in Natural resource exploitation. It is here that 


national sensitivities are greatest because of the key position 


of ..: mineral industry in many countries. 


ane ability of Latin American governments to create and 


Sustain rapid rates of economic growth and a reasonable degree 
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of political responsibility will, ,determine the future nature 


and extent of the multinational presence, Stability and 
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Prosperity better enable local governments to deal confidently 
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and responsibly with the multinationals and to blunt the sharp 


edges of local nationalism; conversely, multinational corpora- 


tions are then more able and willing to contribute to economic 


growth and to benefit from it. 


Mexico and more recently, 
Brazil have created these conditions, 


and the results in the 
growth of US investment are quite apparent, 
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Introduction 


1. The rapid expansion of multinational corporations 
(MNCs) in the last three decades has produced a new and 
powerful phenomenon on the world economic scene. Traditional 
foreign direct investment typically had involved the estab- 
lishment of subsidiaries to produce products for sale in 

PE ie cee oe to exploit local resources for their own use. 
The unique characteristic of MNCs is their global outlook, 
with firms in one country supporting company activities in 
another. They are large, with annual sales of hundreds of 
millions -- sometimes billions -< of dollars. They often 
conduct business in numerous countries, control vast 
‘resources, operate in markets with few buyers or sellers, 
and maintain their positions by developing new technology 
or special skills, or by using product differentiation or 
advertising. They often exert a Significant influence on 
the rates and patterns of capital formation in host 
countries. Their aconomic (and political) impact has been 
especially profound in less developed countries, 

2. atin American governments have become increasingly 
concerned about the role of powerful MNCs in their economies. 
They see MNC operations in their countries as only part of a 
global corporate picture, and as frequently unresponsive to 


national goals. Many governments are now consciously 


attempting to direct economic development through planning. 
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Although the extent of planning varies from country to 


country, most governments want foreign investment for what 


it can contribute to the desired pattern of economic 


a 
development. Foreign participation is often acceptably only 


on these grounds. 


3. The difficulty of reconciling corporate and host 


country goals increases the potential for conflict between 


governments and MNCs.: Governments are adopting increasingly 


restrictive regulations covering these firms. National 


sensitivities are rising, especially as regards the exploita- 


tion of natural resource, and companies operating in key 


sectors are being forced out. Thus, the prospects for MNCs . 


will depend on their willingness and ability to adjust to 


the new business climate. 


4. The Latin American political and economic environment 


is only part -- albeit and important one -- of the considera- 


tions for US firms. Investments elsewhere to gain access te 


important markets, to provide.new sources of raw material 


at Jaen, 2A 2 
or to secure higher profits are‘most, attractive and enikes. 


less risky. During the 1960s, for example, US dusiness 


invested heaviiy in manufacturing in EC countrias in crdar 


to maintain continued access to EC markets. Funes alsao FZlawa:st 


into mining in Australia and Canada to feed US incustsias! 


growing need for raw materials. Higher invastmenn flows ho 
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other regions reduced the Latin American share of US Giwewct 
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foreign investmont from 30% in 1960 to less than 20% in 
1972, 
Business Climate for Multinational Enterprise 

National Attitudes 

5. The business climate for MNCs in Latin America 
and the Caribbean has been shaped by certain negative 
attitudes toward foreign business which are expressed more 
Sharply in some countries than in oXthecs. Foreign investors 
have often been accused of exploiting host countries to 
increase profits without considering the countries' economic 
interests. They have been accused of removing local resources 
for their own benefit, paying low taxes, investing in activi- 
ties that are largely capital intensive, bringing in their 
own managers but little technology, and exerting undue 
influence over local governments. 

6. On the other hand, many Latin governments and business 
leaders are aware of the economic importance of MNCs in the 
area. They recognize that often the MNCs have brought in 
financing not available from domestic Sources; have expanded 
employment; have increased exports, and have introduced advanced 
management and marketing techniques. Nations needing capital 
and advanced technology continue to seek MNC participation 
often in contravention of their own statutes, although non- 

US investors frequently are preferred to US corporations 
because of a desire to reduce a predominant dependence on 


the Us. 


ARETE LT TE I TE aT TE AT 


na saunuiniviiascinisidiren Pen pyoved-RerRelease-2005/42/44 + ClA-RDP85T00875R004200030042-8 0 ticinaisinauWtanernas: 


‘ 
. . 


Provis sion: 3 for Tocal. Control 


7. Current foreign investment policies of mst Latin 
American countries aim at restricting foreign eiveieipation 
in basic industry and infrastructure and guaranteeing 
favorable terms for themselves. Such policies are only the 
most recent manifestation of Latin American government 
intervention. Some raiiroads snd other public utilities 
were nationalized earlier in this century. [In Aes recent 
years, public investment and creation of government enterprises 
in such key sectors as petroleum and steel have been used to 
reduce foreign influence. Legislation also has been passed 
regulating foreign ownership shares and profit remittances. 

8. Basic industries, such as petroleum in..Mexico and 
Brazil, often are reserved for the state. In Peru, industries 


eventually to be in the hands of the state include steel, non- 
ferrous metallurgy, chemicais, and banking. TranSportation, 
communications, and some mining in Mexico, airlines, shipping, 
and mass-media in Brazil, must ba owned bv Rae ienAles In 


Mexico, all firms not reserved to the state or to Mexican 


ownership must have at least 51% Lucal owrershio ufter pericds 


.2, 2 gortion of the 
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negotiated with the companies.  Meanwhi: 
profits must be distributed to thea easlovess as shares in the 
company. 

9. Some gevearnmenis also rcajgulace vaphhad Siows and the 
conditions of transfers of tachnolagvy. aru Limics srofit 
remittances of 143 of tavesnead capital; Aguantvina, doi 5D Bis 
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Rules governing transfers of technology are aimed at gaining 
some local control over its use and the prices charged for 
importing it. In Mexico, for example, all technology trans- 

fer contracts must be registered. Registration is denied 

if the contract restricts exports, of goods using the technology, 
limits local research and development, or establishes 
excessively long periods of payment for the use of a particular 
technology. 


Flexible Interpretations 


10. In practice, each country interprets the laws to 


the benefit of its own national interests. Generally intre- 
pretations tend to be flexible and foreign investors are 

often treated more favorably than the law allows, particularly 
when foreign investment provides new technology, employment, 
and exports. 

ll. In Peru, mining companies which did not meet invest~- 
ment timetables lost their concessions, but the laws are 
frequently loosely applied, especially for small firms. 

Mexico tends to interpret loosely its requirements for 51% 
local participation. It does enforce sections of the foreign 
investment law restricting particular industries to the state 
or to national ownership. Venezuela appears to be strictly 
enforcing the new President's executive decrees concerning 
the phasing out of most foreign capital in marketing and 


Services and is moving to nationalize iron mining. Although 
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Brazil has re relatively few laws restricting foreign invest- 
ment, the government has usually required Majority national 
ownership i: ng and Supports large state-owned firms in 
such basic industries as Steel. Brasilia, however, may be 
reevaluating this position because of the world energy 
Situation end is considering allowing foreign participation 
in the domestic search for oil. 
iliinational Corporations in hatin Arerica 
fee SN acain America 
12. Multinational corporations usually prefer to have 
wholly-owned subsidiaries in foreign countries. Increasingly, 
‘they are being forced to acceot partners. In Brazil, for 
example, US Stoel and Nippon Steel are minority owners with 
the government Minies corporation, Cia, Vale do Rio Doce, 
of the Cerra dos Carajas iron mining project. Many manufZactur- 
ing firms also have trken local p artners, but tend to retain 
control, Ord Operatinas in Le Fall into this category. 
Even if majority uynersnip is in local hands, companies can 
be flexibla, ; safeguarding Sneiz interests by influencing 
Managenenk and asine theirs voting power in Shareholder meétings. 
io 
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about 3.7% annually since 1960. In 1972, 
Value Of this Anvestment was $16.1 billion (see Table 1); 


Venezuela, Mrazil, mexico, Panara,l/ ang Argentina accounted for 603, 
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14, US investment in the Caribbean has grown rapidly 


in recent years. Since 1960, its share of the area's invest~ 


ment has grown from 12% to 20%. Most funds going to the 


Caribbean have been channeled into mining and smelting 


operations, particularly bauxite ventures in Jamaica.L/ 


By 1972, nearly one-half of all investment in Mining in the 


area was in the Caribbean. At the same time, funds also 


flowed quickly into petroleum facilities in the Caribbean. 


15. On a country basis, the largest flows since 1960 


have been to Brazil; in 1972, it was the largest recipient 


of US investment. The largest share of capital flows to 


Brazil since 1960 have entered manufacturing. Investment 


in Peru and Venezuela grew Slowly through 1972; in Chile, it 


declined 85% as US copper mines and other enterprises were 


nationalized. In 1973, US investment in Peru also dropped 


with the nationalization of some US firms. 


16. US firms are involved in many sectors of Latin 


economies. In 1960-72, funds flowed into the manufacturing 


sector most rapidly, raising its share of total us investment 


in the area from 20% to 33%. ‘The share in extractive 


industries fell from more than 50% to less than 40%.2/ 


° ; dorsi Jiu 
17. US investors are the largest single source of ,capital 


in Latin America and the Caribbean. US investment represents 


about two-thirds of total foreign investment in Mexico, in 


I. The share in the Caribbean will change sharply as a result 
of recent Jamaican actions against foreign bauxite holdings. 


2. The loss of copper investments in Chile alse affected the 
relative shares, nk . 
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Argentina, nearly one-half. Although Brazil's rapidly 
expanding econony has attractod Sizable amounts of private 
capital from Europe and Japan, the i ascounts for nore 
than one-third of: foreign investment. 
Recent Trends 

18. In recent years, investors have adcoterl new organi- 
zational arrangements es Ww sectors to 
continuing participation in tat American markets, Joint 
ventures with private divic An manufacturing and service 
enterprises and with goveramencs 1 trachkiva industries 
have become invrcaa ingly imporceani Management and technical 
assistance ee OV. Ci 
newer forms. 

19. Investors also 
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air 


locais for mansagecial, savervasory, and 
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established fereign companies 
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Anong the firms affected by this action is a largely locally 
managed Sears, Roebuck and Company subsidiary in which 
employees held 20% of the equity. 

20. Firms. operating in what are considered to be key 
economic sectors are prime candidates for nationalization, 
even if new and progressive. For ereiwie: the Peruvian 
government nationalized several fishing firms in 1973. 

21. The terms of nationalization are seldom completely 
‘satisfactory to either party. Governments often use book 
value as their guide to the. value of assets; companies push 
for current market value. Settlement is often reached when 
the Sovernnent wants to attract new foreign management or 
technical assistance. This presumably was an important 


factor in Peru's compensation agreement with the US for 


firms nationalized after 1968. 


Prospects 

Existing Firms 

22. Although the situation will vary from: country e6 
country, it is all but certain that the Latin American 
environment will become increasingly uncomfortable for 
existing MNCs. ‘Much will depend on how new government policies 
and controls are implemented in two key countries -- Argentina 
and Venezuela. Rapid and sweeping implementation could pro- 
duce an absolute decline in the book value of US investment 


in Latin America because of divestitures and the impact on 
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reinvestment. A more measured pace, particularly if 


accompanied by rapid economic growth, could result in Littl 


change in the recent rate of growth of new US investment in 


the area. 


23. Where they are permitted to do so, existing MNCs 


will remain in operation to Salvage as much of their invest- 


ment as possible. Many will be able to hang on, and some to 


prosper. The most successful are likely to be those who 


contribute directly to local economic development e.g., by 


supplying advanced technology and Management skills and 


increasing employment. 


24. On the whole, manufacturing enterprises, particularly 


those producing for export, will fare better than extractive 


enterprises, because the nationalistic pressures for local 


control over the latter are greater. Many companies will be 


forced to reduce their share of ownership by divesting to tha 


State or to local cpaital, with compensation that will often 


be inadequate. On the positive side, as local citizens 


a larger stake, they will provide a local sources of cupital, 


25. Former owners often are interestad in continutiva 


association with the nationalized firs. ff they can 4 


assured. of.a continuing supply of raw nataria als, some 


"Lis 
in extractive industries May particioate under management os 
technical assistance contracts. If park cf the compen-ta:ion 
is in bonds, such association is dmoccnant in guarantesiag 
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future payment. Governments also frequently want continuing 
association. Although managers and technicians can be hired, 
the former owners' long experience with the company are 
advantageous in insuring smooth Operation. Participation by 
former owners may also ease marketing problems, 

New Entrants 

26. The fate of beiseing companies will obviously have 
an impact on new entrants. Even if the climate remains 
hospitable, new business entrants will be undertaking activity 


in the area on new terms. National sensitivities will continue 
to g: ow, and there will be continuing demands for greater 
local control and for greater participation by local capital.’ 


27. Successful foreign investors are likely to be those 
most flexible in adopting new methods to participate in Latin 
American countries. Joint venture arrangements for investing 
in manufactur ing and some service operations are likely to be 
important. Other significant methods will include CONSE ng 
and technical assistance companies which have little os 10 
investment in facilities but which contribute teunnolosy and 
skills. These investment forms would lead to an expanded 
presence for many MNCs even if their share 

28. Many foreign firms are willing 


in order to obtain needed raw materials 


Markets, if the profit arrangements are 
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are also willing to participate in local companies with less 
then full cwnership. 

29, Conflicts may arise despite flexibility on the part 
of the MNCs. Because the requirements of industrial nations 
for imported raw materials will continue to grow, foreign 
firms will push for participation in the extractive industries. 
But, it is here that local sensitivities are the greatest, 
and where the greatest potential for conflict between host 
countries and investors exists. 

Effect on the Economies 

30. A reduction in direct foreign investment need not 
reduce the total supply of foreign capital available to Latin 
American countries, or their rates of growth. ..0nly 20% of 
the total foreign capital flow to Latin America consists of 
direct private investment; most of the rest is private credit. 
In Brazil, for example, where direct foreign investment plays 
an unusually large role, direct investment represents only 
about 25% of total capital inflow and less than 103 of 
domestic investment. Long-term private credit is the most 
important foreign source of capital in the region; it 
accounted for more than 50% of the total flow in 1972. 
Official foreign aid accounted for about 30% of the total. 

31. Most private credit is attracted by sound indigenous 
economic policies, and by economic success. If these condi- 
tions are present, credit is likely to be available even if 


direct investment is discouraged. If these conditions are 
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absent, all foreign capital inflows will be discouraged. In 
Argentina, political instability has impeded growth more than 


fluctuations in the flow of direct foreign investment. Brazil, 


by contrast, has attracted sizable amounts of foreign private 
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capital because of its rapid growth, sizable market potential, 
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32. Direct private investment remains important to 


economic growth in certain situations. Where a business is 
a going concern which produces a fairly simple product with 
a ready market, such as is the case with most raw materials, 
it is possible to operate with credit and hired expertise. 
It is less feasible to do so when a country wishes to estab- 
lish new industries, particularly those requiring sophisticated 
production and marketing techniques. To interest foreign 
companies in such new undertakings, governments will have to 
give them a substantial financial stake and considerable 


freedom of action. This is one important reason why joint 


ventures are likely to become increasingly important in the 
area. | : 
Efforts Toward Collective Guidelines | 
33. Prospects for a regional or world wide policy toward 
MNCs in the next few years are dim. The report of the United 
Nations’ Group of Eminent Persons on NMCs suggested developing 


a code of conduct, but did not suggest such a code for raw 


materials cartels. At the recent meeting of Litin American 


Foreign Ministers in Washington, a Group on Transnational 
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Enterprise was established to prepare a report on principles 
applicable to MNCs for the next ministerial meeting in March 
1975. The first Group meeting is scheduled for August. 

34. Deep divisions between the United States and the 
Latin. American nations and among the Latins themselves, make 
determining even the scope of the problem and the procedures 
for tackling it difficult. The United States wants the 
Group to consider the conduct of both the government and 
the MNCs. Additionally, the United States wants to apply 
international law as a guide to company and country action. 
The Latins tend to view the problem in a narrower national 
context, wanting only to control the actions of multinational 
firms, and to apply national rather than international law. 

35. Subregional groups have also failed in attempts to 
regulate the activities »£f foreign investors. Although the 
original five Andean Pack menbers formulated a policy covering 
foreign companies w q to participate in intra-Pact trade 
behind a common external tariff wall, the members cannot agree 
on uniform application of the rules. Bolivia, Chile, and’ 
Colombia believe the coun is slowing foreign investment. 


only those portions of the code 


iscussions aimed at modifying the 


code are being hel. 


Book Value of US direct private Fereign Investment 
in the Western Hemisphere by Sector 1960, 1972 


: ; : (millien us §) 
] ; 1960 1972 = 
Mining an Mining an : 


Smelting Petroleum Manufacturing Other Total Smelting Petroleum Hanufacturing Other Total 
South America $10 2,576 1,079 1,179 5,746 765 , 2,725 3,578 1,562 8,630 


Argentina * * 213 260 472 : i P 836 555 1,391 
Brazil 515 353. a 1,745 440 2,490 — 
Chile _ "200 * 110 
Colembia : 100 . ; 7 7 150 
Peri” . : ; : 81 ‘ oi : 208 
Venezuela ; 
Other South America eae . 69 i , i 168 
Mexico t » HBS : 243 ; “2 451 
Central America " ; : 600 : 7 1,339 
ancma . 323, 7 977 
Gther Central America : : "a77° as aoe : 362 
259 ; 326 1,019 - ~ s 1,139 
1,325 2,363 11,179 + 11,587 5,397 25,786 - 
2,656 , ; 4,711 19,494 17,152 9,868 41,917 
vy Fot aca te the totals shown because of rounding. , 
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te Caribbean Islands, except Cuba; plus the Caribbean mainland entities of Belize, Guyana, Surinam, and 
ular; and the Rahamasana Eermuéda. ‘ ? . 


Eared on Department of Comrerce data. Because the reborts are based on a sample of 
US firms ard the information.is then applied to estimates frcem an out-of-date 1957 benchmark survey, 
the Cowmerce Department States that the ". . .estimates given in this article may be subject to a 
significant margin of error. ....." Moreover, book value data are only what the -property is valued at 
in the cccpany Looks, not the current market value or the replacement cost, both of which would ~ 
prokably be much Jarger, - fist . . oe NO wien got .- 
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